This global industry had been tested to the limit during the last cycle. The bottom of the trough for Markets in '97, '98 saw a fledgling recovery hampered by a string of events that effected economies worldwide. Asia started in '97 with Japan's economic collapse, putting the emergency brake on the 'Tiger' economies of the Asia Pac region spectacular growth up until that point. This was followed by 9/11, The SARS epidemic, The Tsunami and The Iraq war in quick succession of one another, lengthening the down cycle and causing a number of businesses to go under.
Since then, we have seen a period of sustained growth from 2003 in all markets. General worldwide economic growth has been key, with low cost airlines giving access to destinations for an enormous number of new travellers in the US, Europe and India. However, there are some concerns that growth will come under pressure from a slowdown in the global economies, an unprecedented weak dollar and the recent collapse in the credit markets caused by enormous losses in the US Sub Prime Market. This has compounded nervousness in the markets about whether the industry has reached the top of the cycle, a good example of which was Marriott stock plunging 8% in a day after they released their Q1 figures which came in 1% less than projections. With all these factors in mind, the year to date figures for 2007 are of enormous interest, so what are the signs? We shall start with the end of the year figures for 2006.
Global Performance 2006
The United Kingdom leads the way, with 12.53% RevPAR growth for the year. This was driven by a surge in demand after the July bombings in London the previous year, which displaced a huge amount of demand for a period of four months and meant that the year on year increase was unnaturally inflated. Europe is next with 11.61% growth on the back of the football world cup in Germany and the effect that had on business confidence in Europe's largest economy. The US grew by a solid 7.5%, although the growth was predominately in the top end of the market, the economy sector grew by only 2%. Lastly Asia Pacific grew by 8.4% with results mixed across the region.
All of these regions though, experienced solid, stable growth and the expectation was that this would continue into 2007, so has it? Q1 results dropped slightly to 12% caused by Easter moving from April to March, but have recovered to top 13.2% for year to date. There are two elements causing concern however, firstly the concentration on good results on city centres, and the lack of new supply coming into the hotel market allowing growth. If London, Edinburgh, Glasgow, Manchester and Aberdeen were taken out of the overall figures for the UK, growth would drop to less than 4%. Growth is very city centre and brand centric, with the high end Upper Upscale brands and the economy sector (Premier Travel Inn and Travelodge) far ahead of traditional three and even four star hotels. Secondly, there has been very little new hotel supply coming into the UK market outside of the budget brands, and as a result, growth has been driven almost entirely by average room rate, 12% as opposed to less than 1% in occupancy. As the UK has already reached the peak rates of the previous high of 2000, there is obvious concern as to how long this can be maintained. Much continues to be written about the Arabian Peninsula and the economic experiment that is underway. Dubai, currently running at over 90% occupancy, has been a driving force within the region. The new airport at Jebel Ali opens next year with the aim of bringing 15 million dedicated visitors a year by 2010, more than London combined. It will have to if the current room supply under construction comes to fruition. At the moment, the current room count of 39,000 will rise to over 70,000 within three years. Impressive as these numbers are, it is other African countries that catch the eye though so far in 2007. Kenya has grown 34%, Turkey 30%, Egypt 24.5%, Oman 24% and Jordan 20%. The UAE by comparison has grown by 16%. On a region by region basis, supply remains key to development, and whereas in the United States, where a recent surge in the number of new bedrooms will adversely affect the occupancy levels in key destinations as that new supply is absorbed in 2008, Europe will remain hamstrung by the relative lack of building in the region. Jonas Lang La Salle estimates that $16 Billion of hotel real estate transactions took place; the majority of those transactions were existing stock changing hands, and not new bedrooms being built. If we look at the capital cities of Europe and see that growth is almost all average room rate, that is unsustainable for long as rate growth cannot continue at 10-12% per annum. Asia Pacific will continue to boom in 2008 and a perfect rate growth environment is being displayed in many regions. Hong Kong and Singapore have shown very strong rate growth and the Olympics in Beijing will drive tourism to the region.
UK RevPAR
Global threats like terrorism, Iraq and possible future conflict with Iran cause concern, but on the whole, 2007 will be looked back on as a good year for hoteliers.
